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KEY ECONOMIC INDICATORS: SWEDEN 


All values in millions U.S. dollars. 
Indices etc. represent period 
averages, unless otherwise indicated 1 
A B ’ Forecast< 
1977 1978 Changel 1979 


Exchange Rate: U.S. $1.00 = Skr 4.48 Skr 4.51 A/B Skr. 4.5 
INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Prices 78,247 87, 132 +12.1 - 

Per Capita GDP, Current Prices, in $ 9,460 10,520 +11.9 - 

GDP Components: 
Private Consumption (1975 Prices) 34,436 33,831 
Public Consumption ( " " ) 17,090 17,518 
Gross Investment (3 " ) 12,898 12,463 . ‘ 
Inventory Formation ( " » 4 - 488 - 1,353 3 J 

GDP at Constant 1975 Prices 63,339 64, 349 

Disposable Income (Current Prices) 46,934 50,777 

Retail Sales Index (1970=100) 201 215(Sep) 

Industrial Production Index (1968=100) 126 138(Nov) 

Average Hourly Earnings (Kronor) 26.1 28.4(Nov) 

Labor Force (in thousands) _4,099 4,115 

Average Unemployment Rate (percentage) Tee 1.8( Dec) 

MONEY AND PRICES 

Central Bank Discount Rate, year end 8.0 6.5 - 

Yield on Industrial Bonds (percentage) 9.82 9.99 - 

Producer Price Index (1968=100) 209 229 + 7.0 

Consumer Price Index (1949=100) 426 480(Dec) + 7.4 

BALANCE OF PAYMENTS AND TRADE 

Exports, FOB 19,125 21,710 +14 24,590 
U.S. Share4 713 980 +38 - 

Imports, CIF 20,144 20, 376 +2 23,055 
U.S. Share4 1,074 1,094 +3 . 5 

Balance of Trade -1,020 1,335 ~ 1,534 


Balance on Current Account -2,780 - 865 - .-1,096 
Balance on Capital Account 2,709 1,419 - ~- 


Residual 1,147 155 o as 


Gold & Foreign Exch. Reserves, year end Seen 4,074 +10.2 - 
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+ 5-6% 


Main imports from U.S., Jan-Sep 1978: Machinery, appliances, and telecommunications 
equipment, 438.4, Chemicals, pharmaceuticals, and plastic materials, 160.8, Foods, 
beverages, and tobacco, 103.2, Instruments and optical goods, 89.1, Motor vehicles 
and other means of conveyance, 44.3, Metallic ores and metal scrap 20.2, Coal and 
coke, 10.9. 


Sources: Ministry of Economic Affairs and the Budget, Central Bank of Sweden, 
Central Bureau of Statistics, and Economic Research Institute. 


Footnotes: 1 Calculated, where applicable, on basis of amounts in kronor. 
2 Estimates of January 1978 Budget. 
3 Expressed as a percentage of previous year's GDP. 
4 January-September. 





Summary 


1979 will be a banner year in Sweden. The combination of moderation in 
wage demands, a devalued krona and increasing demand abroad led to a 
rapid recovery of exports in 1978, a recovery which appears certain to 
continue this year. With revived demand for private consumption, 
continued growth in the public sector and slightly more investment than 
last year, total demand could easily go up by as much as 7 percent, 
pushing the volume of GDP up by 5.5 to 6 percent over 1978. The balance 
on current account will probably beslightly worse this year as import 
demand increases, but not excessively so. Inflation could drop to as low 
as a 5 percent annual rate. It is in 1979, however, that the Government 
will (according to its "Medium Term Survey") begin to "walk a tightrope 
between restraint to prevent inflation and correctly administered 
stimulation to secure full capacity". The total public-sector stimulus 
to the economy in 1979 is estimated by the Government at no less than 3.5 
percent of GDP--more than at any time during the recession just past and 
coming just as a boom is already well under way. The tightrope will 
become even more slippery in 1980 because the FY79/80 budget deficit for 
the total public sector is now estimated to rise to 27 billion kronor. 


In order to achieve external balance sizable amounts of labor must be 
shifted into industries which export or compete with imports; yet 
regional and inter-industry mobility in labor can only be achieved by 
reversing recent trends in the Government's industrial and labor 
policies. Shifting economic resources to the "exposed" sector also means 
a shift in national income: real growth in private consumption should not 
exceed 2 percent, and growth in public consumption should be around 2.2 
percent, during the next four years if profits are to increase enough to 
encourage investment. An effort to encourage investment without 
curtailing consumption would set off another inflationary cycle. 
Moreover, there are doubts that businesses will be willing to begin 
investing this year at the rates necessary to avoid supply bottlenecks 
and achieve the rapid increases in productivity necessary to hold down 
unit labor costs up to 1983. 


Guiding the economy through these problems will be a tightrope act, 
indeed. Nevertheless, Sweden's achievements to date, and especially its 
success in moving rapidly back toward external balance in 1978, and in 
reducing the rate of inflation by almost 50 percent, augur well for 
longer-run prospects. Swedish workers are the highest paid in the world, 
but they are also among the most prod:ctive, and the: economy enjoys the 
smallest per-capita loss of man-days due to labor strikes in Western 
Europe or North America. Although many Swedish industries face 
increasing competition from abroad, especially in the shipbuilding and 
iron ore sector, trade figures indicate the the necessary structural 
adjustments are already under way in this dynamic, open economy. 


U.S. exporters to Sweden can generally expect to do even better in 1979 
than in 1978, when the U.S. share of the market went from 7.4 percent to 
7.6 percent- Consumer goods will be more dynamic this year, but for 

several years thereafter investment goods will offer even better prospects. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Total Demand to Rise at least 6 Percent in 1979. Moderate cost 
increases, krona devaluation, and revived demand abroad have brought 
Sweden's long-awaited export-led recovery. Organized labor accepted 
hourly wage increases of merely 1.8 percent for 1978, resulting in an 
overall increase of about 8 percent in labor costs during the year. 
Indexation of income taxes and increased transfer payments will allow 
private consumption to grow by 3 or even 4 percent in 1979, after a 
decline of 1.1 percent in 1978. Real disposable incomes will probably be 
up by 3 percent, versus a decline of 1.5 percent in 1978. If savings 
ratios fall--contrary to the Government's forecast, but a likely 
possibility--the 4 percent consumption figure could easily be reached or 
even exceeded. Exports were up 7.7 percent in 1978, and are expected to 
grow by 8 percent in 1979. 


investment Lags. The recovery can only be soundly based and 
non-inflationary if business investment also recovers. At this stage, 
the Government's "most favorable" forecast calls for 7.7 percent real 
growth in gross investments and 3.1 percent in industrial investment. 
Recent figures show liquidity is very high, so the means to invest 
exist. Nevertheless, significant improvement remains in the future, not 
realized, and capacity utilization is still low, especially by Swedish 
standards. Many business leaders are also concerned at what they see as 
excessive public spending. Thus, investment spending is the only visible 
weak spot in total domestic demand for 1979. 


Public-Sector. The overall public-sector impact on the economy in 1979 
is estimated at around 3.5 percent of real GDP. This would be higher 
than at any time during the recession period just past. Given a 
projected deficit in the public sector (national, local, and social 
security combined) of around 27 billion kronor in FY 79/80 (15 billion in 
FY 78/79) the stimulus could be even larger in 1980. Thus the government 
will be providing the largest stimulus in recent years just as the 
economy is well into an expansionary phase of the business cycle. There 
is probably sufficient unused capacity and under-utilized labor in the 
economy at this time to meet the increase in total demand in 1979, but in 
1980 bottlenecks will begin to be felt and serious overheating could 
easily result toward the end of the year. If investment decisions are 
postponed this year, the situation will be even more serious, and chances 
for a new inflationary cycle with serious external deficits will 
increase. For 1979 we expect GDP to rise by around 6 percent in volume 
over 1978. 


A quick run-through of current economic conditions and likely 1979 
developments follows: 


- Year-on-year rate of inflation in Consumer Price Index down to around 
7.5% in December 1978; official forecast for next December: 5-643 
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- Total production in October 0.7% above October 77; total value of 
deliveries (nominal) in October 15% more than one year earlier; 
industrial output for 1979 forecast by industry at 10% to 15% increase, 
versus 19% decline in 1978; 

- Value of residential housing starts in 3 months ending October 31 up by 
39% over same period of 1977; 5% increase in volume of housing 
construction and apparent shift back toward multi-unit construction 
expected in 1979; 

- Government has decided on a minimum of 11 nuclear reactors, reducing 
concern about adequacy of energy supply; 

- Industrial inventories declined by 10% over 12-month period ending in 
October; engineering industry inventories down 6%, but still 13% above 
level of third quarter 1976; under 20 percent of industrial firms 
recently surveyed considered inventories excessive (figure through most 
of 1978 was 50%); 

- Industrial productivity up 5.5% in 1978 (preliminary figures) after 
stagnation or decline starting 1975--forecast for 1979: 17%; 

- Gross investment in industrial machinery for industry declined by over 
30% between 1976 and 1978--forecast for 1979: 8% increase; investment in 
plant declined by over 200 percent in the same period--forecast for 
1979: minus 11%. 


The Medium Term 


The Government's recent "Medium Term Survey, 1977-83" (not a forecast but 
a statement of parameters and feasible trade-offs) sets forth a 
full-capacity-utilization strategy which would enable Sweden to move back 
to full employment while maintaining internal and external equilibrium. 
According to the Survey, real national income could then grow by an 
average of 3.7 percent per year during the five years. Chief among the 
assumptions necessary to reach this goal is an expected growth rate in 
world trade well in excess of 6 percent. 


Resources Must Shift. In order to meet demand for exports, and to 
compete more favorably with imports, thus bringing external balance, 
resources must be shifted into the "exposed sector" at a rate which would 
being the trade balance to over 6 percent of total GDP by 1983. The 
highest figure in at least the last decade was 2 percent, in 1974. One 
key resource to be shifted is labor, a factor the Survey emphasizes time 
and time again. Yet, the Swedish Government has in recent years pursued 
an active policy of regional subsidies and other programs specifically 
designed to reduce the need for forced geographic mobility. During the 
past three years, a variety of direct subsidies, loans and loan 
guarantees, and capital contributions have been devised to support firms 
in trouble, thus obviating the need to shift labor from unprofitable to 
profitable firms within different areas. In the Gothenburg area, even 
though shipyards have serious labor redundancy and shipyard workers are 
wage leaders, subsidies have almost eliminated the need for layoffs 

to date. Meanwhile, Volvo has substantial job openings near Goth- 
enburg, at only slightly lower wages, which it is unable to fill. 





Investment Uncertainty. Just as important as the need for greater 
mobility, and complementary to it is the imperative to reverse an 
apparent decline in the marginal propensity to invest in the economy. Net 
investment in the industrial sector declined by 30 percent during the 
1976-78 period, yet the "full employment" path of the Survey predicates 
that industrial investment must go up by 4.7 percent per year between 
1977-83. This would require rates of well over 8 percent during the 
remaining four years in order to offset the 18 percent decline in 1978. 
Some of the reluctance to invest is due to business worries about poss- 
ible mandatory profit-sharing schemes which might shift ownership toward 
organized labor. Union participation in management decisions, although 
a possible boon to management, still has not been successfully negotiated 
between the "social partners", so uncertainty remains. On the bottom 
line, although very low 1977-78 profits were probably balanced by high 
profits during 1974-75, most businesses base their expectations on 

the present, and recent experience has not been good. A rather large 
increase in internal financing and the consequent increase in "solidity" 
of firms has added to uncertainty. It may also be that subsidies to 
ailing firms may now be rebounding to create fear of too much government 
involvement in the economy, and at the same time have raised assumptions 
that public money will always bail out private firms. By 1983, according 
to the Survey, 21 percent of national income must go into investment, 
versus 24 percent in 1974 and 19 percent in 1977. At the same time, 
savings must go from a low of 17.4 percent in 1977 to 22 percent in 1983. 
The implications for consumption are discussed below. 


Productivity Is Crucial. A step-up in investment is also crucial to 
another key problem: productivity must increase substantially if unit 
labor costs are to be held down. In fact, the Survey estimates that the 
average yearly decrease in "relative prices" must be around 1.8 percent: 
Sweden's export prices must decline by 11 percent between 1977 and 1983 
vis-a-vis prices of its competitors. The Government currently estimates 
the 1978 increase in productivity at 3.5 percent. It also estimates the 
"productivity reserve" (productivity increases which would have occurred 
in 1976-78 if the economy had been at full capacity utilization) at 14 
percent. Thus in order to average a 7-plus percent per year increase in 
productivity until 1983, each year must produce an intrinsic increase of 
4.5-5 percent. This is below the 1950-74 average (5.2 percent) but the 
trend has been clearly downward. Performance must be at least as good as 
that of the early 1970's. The Survey recognized that some of the reserve 
lies in sectors where it cannot be exploited (shipbuilding, textiles, 
etc.) and that there has been some deterioration of capital, but this 
negative effect could be more than the 4 percentage points the Survey 
assumes--which would mean the "realizable" reserve might be only 10 to 12 
percent. 


Distribution of Income. A shift in distribution of national income 

to favor investment means consumption must be severely restricted. 
According to the Survey, no more than 1.8 percent increases in private 
consumption per year are possible, and only 2.2 percent in public 
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consumption. Yet, considerable demands have already been placed on both 
private and public consumption. For example, the public sector has 
already made long-term commitments in such areas as child care, and care 
of the aged, which will require an increase in real consumption of 1.4 
percent per year. Commitments have been made to the elderly which, with 
cost-of-living adjustments, higher base retirement pay, and earlier 
retirements, would come to around 4.3 percent per year in 1975 prices. 

In other words, the scope for real consumption growth which the "active" 
population can expect is actually not 1.8 but only 1.3 percent per 

annum. If, as is very likely, government consumption exceeds the amounts 
planned in the survey, the only way the economy could remain on the 
full-employment path while maintaining external equilibrium would be to 
reduce consumption by raising taxes. The obvious danger is that, in the 
conflict over shares of income, consumption would win out. The chances 
for longer-run balance in the economy would then be materially reduced. 
An attempt to finance public- sector expenditures without taxation would 
simply shift the decision process into a question of who would profit the 
most (or lose least) during a period of runaway inflation. The current 
minority government must also come to grips with these problems while 
faced with a national election in September. 


Taxes. The Swedish Government will also be coping with the need to 
revise the Swedish tax system. All political parties agree that Sweden 
has reached the point where the realizable consumption of public services 


which the consumer enjoys is not keeping pace with increasing tax rates, 
especially given the effect of progressive marginal tax rates on incomes 
pushed upward by inflation. Indexing of income tax rates to offset 
inflation has been instituted, but more far-reaching revisions are in the 
offing. Whether these take the form of the "production tax" (a modified 
value added tax scheme) which the Social Democrats have proposed, or more 
radical forms such as the consumption tax proposed by prominent 
economists including Gunnar Myrdal, revision is now inevitable. In 
passing, we note that a recent study showed the average income tax rate 
paid by Swedes, after generous deductions for mortgage interest and other 
expenses, is only around 32 percent--a fact often overlooked in 
discussions that focus on marginal tax rates in the 70 and 80 percent 
range. 


Industry. The past three years have seen an escalating discussion of the 
dangers facing a variety of Swedish industries. Such economic mainstays 
as shipbuilding and iron ore mining will grow slowly if at all in the 
medium term, and employment in these sectors must be cut back 
drastically. Industries such as textiles, shoes, and glass are similarly 
threatened and will probably be reduced to minimum levels of production 
consistent with Sweden's perceived defense needs. Although much has been 
said about threats to Sweden from emerging industrial nations enjoying 
the low labor costs of the developing world, Sweden appears still to be 
in a very good competitive position vis a vis those nations. Sweden's 
combined deficit with South Korea, Hong Kong, Brazil, and Singapore was 
less than $30 million in 1977, while the deficit with the U.S., the FRG, 
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and Japan totaled $235 million. Moreover, Sweden's total deficit with 
developing countries, even including oil producers, came to only $25 
million in 1977. Preliminary figures from 1978 indicate this pattern is 
even more pronounced now. While, it is impossible to quantify the 
Swedish exports that have been lost to exports from emerging industrials, 
performance to date indicates the threat from that area was exaggerated 
by and confused with the cyclical conditions of the past three years. 

The "structural shifts" which Swedish industry must make are well within 
the boundaries of the achievable in this dynamic, open ‘economy. 


Labor Relations. On the plus side of the longer-term ledger are the 
positive benefits which political stability and responsible labor 
relations have produced. In 1966-73, only 141,000 workdays were lost 
each year to strikes. This figure is less than 5 percent of the U.S. 
rate when adjusted for size and compares with 3 million Swedish workdays 
lost in 1933. Although many firms complain about short-term absenteeism 
and reduced incentive to work, the Swedish welfare system has produced a 
highly educated, cooperative, and relatively contented worker. Swedish 
labor is the most expensive in the world, but it is probably also the 
most productive. Possibly the most important single factor in Sweden's 
Economic success story in the 20th century has been the willingness of 
organized labor to accept technological change even when jobs were 
sacrificed in the short run. A return to this philosophy is inextricably 
tied up with the labor mobility issue discussed above. 


Reduced Competition Domestically. An interesting development in business 
has been the increasing degree of consolidation. One department store 
chain now controls 15 percent of the retail market. There has been in 
recent years a merger of commercial steel companies into one firm, a 
merger of the major shipbuilders, of shoe and textile manufacturers. 
Even in the agricultural sector giant cooperatives are becoming the 
rule. These mergers may be partly a response to the openness of the 
economy to foreign competition, but they also tend to generate 
inflexibility in price, and to increase pressure on the Government to 
"save" a particular firm from its financial difficulties if it employs a 
large number of workers. 





IMPLICATIONS FOR THE UNITED STATES 


While total Swedish imports declined by 3.7 percent in the first three 
quarters of 1978 (as compared with the same period of 1977 per OECD 
figures), imports from the U.S. were up by 1 percent during the same 
period. 


The U.S. share of Swedish imports rose from 7.4 percent to 7.6 percent 
during the first eight months of 1978. This share should exceed 8 
percent during 1979. Although the dollar has changed hardly at all 
vis-a-vis the Swedish krona since 1974, depreciation against the 
currencies of our principal competitors, such as West Germany and Japan, 
has engendered increasing interest in Sweden for American consumer goods 
on the part of both importers and retailers. Swedish consumers 
traditionally have high regard for U.S. products; and in the face of high 
markups all along the distribution chain which lead to considerably 
higher retail prices than is the norm in the U.S., consumers appreciate 
the relative price advantages currently offered by U.S. products. A 

rise in Swedish real private consumption of 3 to 4 percent in 1979 should 
provide even greater opportunities for U.S. exports, both durable and 
non-durable. Goods must be of high quality and attractive appearance to 
appeal to the sophisticated Swedish buyer. U.S. exporters of consumer 
goods should take into consideration increasing participation in the work 
force by working mothers, and redistribution of income patterns 
--traditionally skewed toward male workers--in favor of the female. Asa 
result, demand for a variety of household conveniences will continue to 
expand as a percentage of the consumer goods market. Also, as Swedes are 
living longer and the birth rate is dropping, an increasing share of 
national wealth is being distributed to the elderly, whose needs also are 
being increasingly registered in the Swedish market, providing new 
opportunities for U.S. sales of a wide variety of goods and services. 


Even if inflation does not become such a serious threat that stringent 
cutbacks in private consumption growth in 1980-81 result, the limits to 
such growth during the next four years are clearly set forth by the 
Medium Term Survey. Thus, U.S. exporters' prospects in the three-to- 
five-year period will largely depend on their ability to hold down price 
increases and to wrest market shares away from other exporters. 


Although investment prospects do not appear promising this year, they are 
bright in the longer run. As noted above, to fulfill planning objectives 
Sweden must achieve a real growth rate of 4.7 percent per year in 
industrial investment during 1978-83, which would imply an average annual 
growth of well over 8 percent during the remaining four years (after a 
decline of around 18 percent in 1978). Even if this rate is not 
achieved, U.S. exporters of capital goods can expect reasonably good 
markets in Sweden, as the continuing need to reduce relative prices will 
increase demand for labor-saving investment goods. 





For its size, Sweden will continue to be one of the world's 
most attractive markets for data processing equipment. The 
national Swedish Industrial Board projects a total computer 
market of around $1 billion (1976 prices) in 1979--an annual 
average increase of 15 percent in volume over 1976. Terminals 
will grow even faster with 60-65,000 expected to be installed 
by the end of 1980, compared with 26,000 at the end of 1976. 
U.S. exporters will need aggressive and imaginative marketing 
to hold their commanding position in the Swedish market against 
an anticipated Japanese assault. 


Process control equipment and instrumentation is a rapidly 
expanding market in Sweden with sales expected to exceed $100 
million by 1982. Fastest growth will be in process control 
computers and peripherals and electric/electronic instruments. 


Demand for pulp and paper industry equipment, especially in- 
strumentation, is likely to be good the next few years, but 
opportunities will probably be gone after 1981. Reorganization 
and rationalization in the steel sector should also provide 
significant opportunities for capital goods exports, but it is 
too early to tell when purchases of advanced equipment will 
actually begin. Embassy-sponsored research indicates excellent 
opportunities also exist in safety and security equipment and 


food processing and packaging equipment. Capital equipment ex- 
penditures will probably also be high in such sectors as graphics, 
rubber, and engineering, according to the Medium Team Survey. 


Swedish firms have been regular borrowers from U.S. financial 
intermediaries. Although the major Swedish multinationals will 
continue to tap U.S. sources, it is unlikely that demand for 
financing during the next two years will approach that of the 
recent deficit years in the balance of payments. Nevertheless, 
balance is not to be reached immediately, so reasonable and 
profitable prospects still exist for those who are willing to 
explore the market. The Swedish krona looks relatively sound 

for the present, although its prospects after 1980 depend largely 
on the Government's ability to hold down consumption. 
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